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EDITORIAL DEPARTMENT NOTE 


Business concerns, like people, have individuality. It would be as 
illogical to expect all businesses to have the same accounting meth- 
ods, records and reports, as it would be to expect all individuals to 
wear the same clothes, eat the same foods and live in the same type 
of house. Not only do tastes differ, but the requirements for efficient 
operation vary between businesses as between individuals. The adapta- 
tion of accounting principles, methods, routines and reports to a par- 
ticular business concern is one of the most interesting phases of ac- 
counting work. Perhaps this explains the interest in articles of the 
“how-we-do-it” type—case studies describing the application or recog- 
nized principles to specific situations. Readers of the N. A. C. A. 
Bulletin are familiar with this type of article and will welcome the 
two cases dealing with management reports which appear in this issue. 

The first of these articles is presented from the viewpoint of the 
accountant. J. F. Cullen, the author of this article, is a graduate of 
the Bentley School of Accounting and Finance of Boston. Except 
for a brief period with the State Street Trust Co. of Boston, his ex- 

rience has been gained in the Accounting Department of the Hood 

ubber Co., of Watertown, Mass. He has served in various capaci- 
ties in the Controllers’ Division of the Company and is at present 
Manager of the Budget Department. Mr. Cullen is an active mem- 
ber of our Boston Chapter and is at present serving as its Director 
of Member Attendance. 

The second article is from the viewpoint of the executive who must 
depend on accounting reports for guidance. The author of this article 
is Clarence F. Bennett, President of The Stanley Works of New 
Britain, Conn. Beginning with The Stanley Works as office boy in 
1891, he worked his way through the ranks in various clerical capaci- 
ties, becoming Manufacturing Superintendent and a Director of the 
Company in 1912. Later advanced to the vice ty he 
President of The Stanley Works in 1923. Bennett is also a 
Director in the New Britain Trust Co., and the North & Judd Mfg. 
Co. In the midst of his business activities he has found time to serve 
as President of the Board of the New Britain General Hospital since 
1924 and to head the local welfare board during the worst years of 
‘ seen Mr. Bennett’s paper was delivered before our Hart- 
or 
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MAJOR ACCOUNTING REPORTS FOR MANAGE- 
MENT GUIDANCE 


d By J. F. Cullen, Manager, Budget Department, 
Hood Rubber Co., Watertown, Mass. 

, tl gen of the great advantages of membership in the N. A. C. A. 

comes in the exchange of ideas on accounting and its allied 

subjects with other individuals having a kindred interest. This 

bond of mutual interest and service is, in fact, the primary rea- 

son for the existence of the Association. Sometimes, however, 

because of the feeling that we have no new theory to expound or 

that all the old subjects have been thoroughly reviewed and dis- 

cussed, we hesitate to take the initiative by putting into writing our 

thoughts on a particular phase of the many problems of account- 

ing. 

1 believe that we are all interested in “how the other fellow does 

' it” and that a review of the methods and major reports used by 

one company may be of practical value to others. It is not the 

purpose of this paper to review in a general way the theories of 

report making but rather to present, for what it may be worth, 

an outline of a particular company’s most important management 

reports. In doing this, much of the detail that is peculiar to the 

. particular company has been left out in order to place the em- 
phasis on the principles used. 


Reports 
The reports covered herein are as follows: 


Exhibit 2—Balance Sheet 
3—Condensed Profit and Loss Statement 
4 3-A—Analysis Misc. Income & Expense and Sur- 
plus Adjustment 
4—Operating Profit & Loss Statements, by Commodi- 
ties 

) 4-A—Operating Profit & Loss Statement by Cus- 

tomer Classes, by Commodities 
4-B—Selling and Commercial Departmental Ex- 
pense Reports 
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5—Factory Production Cost Summary 
5-A—Factory Cost Analysis, by Commodities 
5-B—Factory Key-men Responsibility Summary, by 
Departments 
5-C—Factory Departmental Reports, by Accounts 


These reports with Exhibit 1 are shown at the end of this 
article. 

Exhibit 1 shows the tie-up between these various reports to 
illustrate the logical sequence of their presentation. 


Balance Sheet 


Exhibit 2 indicates the form of balance sheet used. It follows 
the general form used by most companies. Subsidiary to this state- 
ment are various analyses of the assets, liabilities and surplus ac- 
counts. Some of these are: 

A—Report of Cash Receipts and Disbursements, showing the 
opening balance of cash on hand, the receipts from vari- 
ous sources under major captions, and the disbursements 
broken down to show expenditures for principal com- 
modities or services such as coal, fabrics, rubber, labor, 
salaries, taxes, electricity, etc., followed by the closing 
balance as per the balance sheet. 

B—Accounts Receivable Summary, by major commodity and 
customer classifications, which also shows the amounts 
overdue and falling due within 30-60-90 and over go 
days. 

C—Inventory Analysis and Turnover breaks down raw and 
finished goods by type and location, and shows cor- 
responding turnover. Values shown are balance sheet 
values, with any special valuation reserves shown sep- 
arately and deducted. 

D—Analysis of Plant and Depreciation Reserve shows by ma- 
jor items—machinery, buildings, fixtures, etc., the orig- 
inal balance at cost at the beginning of the period, the 
additions and the disposals at cost during the period, and 
the balance at the end of the period at cost. With this 
information is also shown the corresponding depreciation 
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reserve values at beginning, the accruals, adjustment for 
disposals, etc., the remaining reserve balance at end. 


The foregoing are the most important sub-statements to the 
balance sheet. 

It will be noted that the current profit and loss is shown as a 
separate item on the balance sheet. It represents the entire change 
in the surplus account during the period and is analyzed in the 
Condensed Profit & Loss Statement. 


Condensed Comparative Profit & Loss Statement 


Exhibit 3 shows the form of Condensed Profit & Loss State- 
ment. It is so designed that the results may be drawn off ledger 
controls thus making for speed in reporting results. Comparison 
is made with the budgeted profit or loss, not with the actual re- 
sults of previous periods, on the theory that the budget has con- 
sidered such past periods in its formation. 

Subsidiary to this report is a detailed analysis of the Miscel- 
laneous Income & Expense section (Exhibit 3-A) which provides 
a complete report on the extraneous and non-operating profit and 
loss and surplus adjustments. 

The Condensed Profit & Loss Statement is considered as a 
quick, preliminary, report of general results. It is necessary, of 
course, to furnish more detailed reports to indicate how the gen- 
eral results came about. 


Operating Profit & Loss Statements—By Commodities 


In this business there are a dozen or more different kinds of 
commodities manufactured and sold, on each of which we attempt 
to determine the operating profit or loss as shown on Exhibit 4. 
The sum of this operating profit or loss on all of these reports 
will tie in and agree with the operating profit or loss figure on 
the Condensed Profit & Loss Statement. No attempt is made 
to carry the items beyond the operating profit or loss point to 
the Commodity Profit & Loss Statement as a monthly procedure. 
Occasionally for a particular purpose this may be done. 

The results on each of these divisions are due to the efforts of 
many different individuals and responsibilities. Consequently, in 
addition to showing the results for the division, the report has 
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also been devised to show the principal personal responsibilities 
and contributions. This is done by dividing the report into three 
sections. 


Divisional Report Made in Three Sections 


The first section of this report shows the operating profit or loss 
from sales based on standard cost of merchandise. At this point 
the results show the sales department’s contribution excluding 
factory and miscellaneous gains and losses, The second section 
shows the amount of gain or loss on factory variances from stand- 
ard cost, on current production. It is the practice to carry these 
variances directly to profit and loss. The third section covers 
extraordinary adjustments such as inventory adjustments, pur- 
chase price gains and losses against standard on raw materials, 
and other special losses and. gains which are not directly charge- 
able to the regular sales or manufacturing operations but which 
are considered as operating gains or losses of the commodity divi- 
sion. The sum of these three groups of figures is the divisional 
operating profit or loss. Thus, when the report is issued it shows 
on its face a simple analysis of the contribution to the result by 
the two major responsibilities—sales and manufacturing. 

In determining the profit and loss for each division many of the 
items of income and expense are directly applicable to the par- 
ticular division. Some of the items, general administration for 
example, apply over all or several divisions. Examination into 
these, however, will reveal a basis for applying or spreading the 
charges or credits to the divisions involved on a reasonable though 
perhaps arbitrary basis. 


Reports Subsidiary to Divisional Reports 


Subsidiary to these divisional reports are numerous reports 
amplifying or explaining the details. Some of these are— 


1—Unit sales by lines each commodity, by sales departments 
and branches 

2—Dollar sales by lines each commodity, by sales departments 
and branches showing also their direct operating expenses 
by accounts and ratios to sales 
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3—Operating departmental expense reports by accounts 
4—Factory production costs, treated subsequently in this article 


Each of the above are shown in comparison with the budgeted 
requirements. 


An Idea in the Preparation of Reports 


An interesting method of presentation of reports is used in 
making up these divisional Operating Profit & Loss Statements. 
The form of these reports has fifteen columns, although because 
of lack of space the illustration shows only five. The results of 
each month’s operations are typed in sequence in each column on 
a “master” report. Each month to the right of the month’s figures 
is superimposed a sheet of three columns which is designed to fit 
in the form. The exhibit shows the lower part of this sheet turned 
back to bring out this point. These three columns are headed 
“Month’s. Budget,” “Accumulated Actual,” and “Accumulated 
Budget.” These columns are filled in with their required figures. 
A photostat is then taken on very light paper and from this, all 
the necessary copies of the report that are required are made by 
blueprint process. The superimposed sheets which in the photo- 
stat do not appear as separate pieces of paper are then removed 
from the master sheet which is filed away to be used the next 
month when the figures are prepared and the accumulated results 
through that period are available. Consequently each month’s 
reports as issued are shown month by month and with them the 
accumulated results to date without the necessity of retyping. 
Such a method is useful because it gives on one sheet the continu- 
ous picture of the monthly operating results, and variations in 
sales, expenses, costs, and profits are readily studied. Photostat 
and blueprint machines are the necessary duplicating equipment. 


Operating Profit and Loss by Channels of Distribution 


On some of the larger commodity divisions distribution of the 
merchandise is made through various channels, such as jobbers, 
chain stores and mail order houses, company-owned wholesale 
branches, and export. The net sale price obtained for the mer- 
chandise varies of course according to the outlet and is governed 
for the most part by economic and competitive conditions. Apart 
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from this, however, the price tends to vary according to the ex- 
pense relief obtained. By that is meant that a very large mail 
order house buying in quantity and carrying its own stock with 
minimum credit risk, etc., is less expensive to handle and accord- 
ingly the sales price to them will be lower. 

Where such conditions exist a further analysis of each Com- 
modity Profit & Loss Statement is made to break it down and 
show the amount of profit or loss according to each type of dis- 
tributor. (See Exhibit 4-A.) 

The sales income, cost of sales and much of the expense can 
be determined directly for each classification of customer. Such 
departments as the shipping, accounting and general administrative 
which service all classes are studied and a basis for allocating 
their costs is determined. 

Each type of distributor is necessary and serves a purpose. 
They are, however, competitive with each other (with the ex- 
ception of export). Insofar as it is possible and within our con- 
trol, one group should not have a price advantage over another 
that is not justified by an expense relief. This report keeps the 
management informed as to this situation and in addition is useful 
as a guide and check on operations and profit contributions. Here 
again each type of distributor is the responsibility of an individual 
sales manager and this report measures his performance. 

It is realized, of course, that the results shown in this report for 
each class of account are relative to each other and to the whole 
and that to use them for the purpose of eliminating what might 
appear to be an unprofitable distribution method would be wrong. 
Such a study would have to be made from that particular view- 
point and the old question “are we better off with than without” 
answered. 

The question might be raised as to the purpose of the “List 
Sales” calculation as shown on these commodity profit and loss 
: reports. All sales are valued at so-called list or catalogue prices. 
‘ This represents what might be called a “standard” sales price 

from which all prices to different customers are ‘measured. Thus 
for example the ratio of net sales to list sales on the different cus- 
tomer classes would indicate the discount or sales price differential 
between classes, all figured from a common base. In comparing 
profit results between the various classes it is possible to directly 
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figure the differentials in prices, factory costs, and expenses meas- 
ured from a uniform base. Profit and loss results each month 
are more clearly understood when the effect of price differentials 
is directly shown as such, than in the usual type of report where 
costs and profit or loss are measured against a net sales dollar 
amount which represents the total results of sales to different 
groups in varying quantities at varying price levels. 

Individual departmental expense reports are made for each sell- 
ing and commercial operating department showing expenses by 
accounts, both month and to-date, in comparison with the budget 
(See Exhibit 4-B). 


Factory Production Cost Reports 


The cost of the commodities produced in every factory is the 
result of a combination of the efforts of many individuals in charge 
of many different departments, each performing a different func- 
tion. Some of these functions are related directly to a product, 
others only indirectly or remotely related. The standard operat- 
ing cost of all departments must find its way into the standard unit 
cost of the commodities produced. For proper control, however, 
each department must be considered as an entity in itself, meas- 
ured by its own output, under the personal responsibility of the 
individual in charge. 

The operation of the entire factory is.the responsibility of the 
factory superintendent. Our first major factory report then is a 
summary of factory operations on which is listed the standard cost 
of production by major lines, and the variances from standard, 
listed according to the key-men responsibilities (Exhibit 5 and 
5-A). 

The second group of reports takes the responsibilities of each 
key-man and breaks them down by departments under his control 
showing standard cost and variances from standard (Exhibit 5-B). 

The third group of reports shows for each department the stand- 
ard cost by accounts and the variance from standard (Exhibit 
5-C). 

Thus the factory superintendent from his first report spots the 
individual key-men whose operation is out of line from standard ; 
from the second reports he spots the departments under these men 
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where the variances occur, and from the third group of reports 
he traces the items or accounts within the department where the 
variances originate. 

This control is effective, first, because it operates on the prin- 
ciple of exceptions, primary attention being drawn to the places 
where variances from standard have occurred; second, it estab- 
lishes individual responsibility rather than shared or divided re- 
sponsibility, third, there is a logical sequence from major to minor 
responsibilities in tracing variations from standard to their sources. 


Operation of the Cost Plan 


The standard cost of merchandise produced is transferred to 
inventory. The variances are carried to profit or loss and appear 
on the Commodity Profit & Loss Statements under the caption, 
“Manufacturing Gain or Loss.” ' 

Price differentials on materials do not enter into the manufac- 
turing gain or loss. The actual and standard costs are figured 
on the same basic material prices, so that the gain or loss on ma- 
terials is due solely to the usage of materials. The gain or loss 
on purchases representing the difference between actual and basic 
prices of materials appears as a miscellaneous gain or loss on the 
Commodity Profit & Loss Statements. It will also be noted that 
the so called “Manufacturing Gain or Loss” is divided between 
operating and volume variance. The volume variance represents 
over- or under-absorbed fixed costs due to differences between 
actual and standard units of production. , Operating variance rep- 
resents the gain or loss due to the efficiency of operations ex- 
cluding the influence of volume of production. 

In order to clarify the process used in building up our produc- 
tion cost reports, I will start with the factory departmental reports 
and follow through each step in the process. 

The varied departments divide into three groups— 


1—Non-producing or service departments 

(Mechanical Shops, Engineering, Technical, Office) 
2—Processing Departments 

(Preparation of crude rubber into mixed stocks) 
3—Making Departments 

(Direct producing departments) 
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Non-Producing Departments 


These departments service each other, and the processing and 
making departments. They include such departments as the power 
house, carpenter shop, foundry, etc. The standard output and 
cost is determined for each department and all services charged 
out at these standard rates to the departments serviced. The gain 
or loss at these standards goes into the volume and operating gain 
or loss by commodity divisions. 


Processing Departments 


These departments convert the crude raw materials into pre- 
pared stocks necessary for the making of the finished products. 
The various stocks are prepared according to formulae containing 
various proportions of different kinds of rubber and chemicals. 
These stocks are identified by a stock number. A standard cost 
is determined for each stock and is used in charging out materials 
as requisitioned by the making departments. The gain or loss at 
these standards is determined, and goes into volume or operating 
gain or loss by commodity divisions. 


Making Departments 


The converting of the prepared stocks into finished goods is 
done in the making or production departments. Standards of la- 
bor, direct and indirect, and burden are prepared for each depart- 
ment and measured against the actual output. The resulting vari- 
ances are divided into volume and operating gain or loss by com- 
modity divisions. 

Material is not followed through each department involved in 
the various steps of producing the finished article. The material 
requisitioned, however, is measured against the standard required 
for the quantity of finished goods produced in each commodity 
division. Inasmuch as each commodity division is a responsibility 
of a definite key-man, the efficiency, or lack of it, in usage of ma- 
terials is up to him as a definite responsibility. 

To illustrate the flow of costs into the finished product the fol- 
lowing chart is presented. 
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Conclusion 


In the foregoing brief review I have attempted to show the 
general scheme of report-making in a fairly good-sized manufac- 
turing concern. As previously mentioned, forms have been sim- 
plified in the exhibits to delete much that is peculiar to the par- 
ticular business and to place the emphasis on the methods and 
principles of report presentation that are used. 

It is the duty of the accountant to issue statements for manage- 
ment guidance that set forth in a logical, concise and simple man- 
ner the necessary facts as to the state of the enterprise and the 
causes of the changes in that state during the periods under re- 
view. The average executive is of a logical turn of mind. If 
the accountant, recognizing this, devises the form of his state- 
ments so that one can follow step by step from one report to 
another down through the various sub-statements and analyses 
he will have done much to help the management get the compre- 
hensive view that it needs. 
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DEPARTMENTAL OPERATION REPORT 
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Notes on Exhibit 5 and 5-A (Page 1025) 


The exhibits on page 1025 show the form which summarizes the total fac- 
poe cost. A similar form is made out for each commodity 
1v1si0n. 

The first section shows the standard units of production on which costs 
are based. The standard cost of this production is also shown by elements. 
When for some reason these standards are changed the new basis is then 
shown in the next columns to the right with a notation as to the date such 
standards became effective. 

The second section down shows the actual units of production and the 
actual cost by elements for the period. 

The third section shows the standard cost of the actual units of production 
for the period. The difference between standard and actual costs is shown 
as a gain or loss to which is added the gain or loss on worthless production 
against standard. 

The fourth section shows an analysis of the gain or loss first by elements 
of cost, second, by type or kind of gain or loss, third, by individuals 
responsible. 
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MANAGEMENT REPORTS—THEIR USE AND 
INTERPRETATION 


By Clarence F. Bennett, President, 
The Stanley Works, New Britain, Conn. 


seen subject of management reports can be approached from 

many different angles. In this paper, I want to follow the case 
study type of approach by discussing the use of management re- 
ports at The Stanley Works, where all of my business experience 
has been gained. 

The reports which we use in our business have been developed 
out of the needs of our particular business, and I cannot and do 
not maintain that they have equal application to other businesses. 
However, they do have some features of general interest. 


Description of Plants, Processes and Products 


If I am going to discuss the use and interpretation of manage- 
ment reports as applied to The Stanley Works, it seems neces- 
sary as a preliminary to make sure that you know enough about 
The Stanley Works to visualize something of what our manage- 
ment problem is like, by a brief description of our plants, pro- 
cesses and products. 

We have in The Stanley Works 15 separate and distinct operat- 
ing divisions or subsidiary companies spread around this country 
and abroad. We also have warehouses in. New York and Chi- 
cago and sales offices in a number of the ‘larger cities of this coun- 
try. To some extent these operating divisions may be grouped 
into closely related functions, the first of which is the steel group. 

In broad terms, we manufacture steel, starting with pig iron 
and steel scrap in open hearth furnaces, and having as our finished - 
product hot and cold rolled strip steel. We have three divisions 
of the business engaged in steel making, one at Bridgeport, Conn., 
one at New Britain, Conn., and one at Hamilton, Ontario. The 
product of these divisions is sold to outside customers, and to 
other operating divisions of our company. Measured in terms of 
capital invested, these three steel-making divisions collectively rep- 
resent slightly less than one quarter of the capital invested in our 
total business. 
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The second broad group of operating divisions is engaged in 
the manufacture of hardware such as butts and hinges, bolts, 
brackets, and a very long line of miscellaneous wrought steel 
hardware. These divisions use primarily as raw material, steel 
from our steel divisions, and there are three separate operating 
units in this hardware group, the main plant located at New Britain, 
with a branch plant at Niles, Ohio, for heavier and rougher hard- 
ware and also a plant at Hamilton, Ontario. This group of hard- 
ware divisions is slightly more important than any other section 
of our business and represents somewhat more than one quarter 
of the total capital invested. 

The third group of divisions compose the tool end of our busi- 
ness. These divisions manufacture a long line of artisans’ hand 
tools, largely, but by no means exclusively, carpenters’ tools. It 
also includes one division engaged exclusively in the manufacture 
of portable electric tools such as drills, hammers, saws, nut run- 
ners, screw drivers, metal cutting tools, etc. There are five operat- 
ing divisions which compose this tool group. The main plant is 
at New Britain, Conn., with branches at Newark, N. J., South 
Shaftsbury, Vt., Pulaski, Tenn., and Roxton Pond, Quebec. In 
importance the tool group is about the same as the steel group, 
and represents slightly less than one quarter of the total capital 
invested in our business. 

Besides these three major sections of the business, there is a 
group of four operating divisions which accounts for the remain- 
ing quarter of the capital invested. We think of them as a mis- 
cellaneous group because they are quite unrelated to each other. 
One is the Pressed Metal Division which, using steel from steel 
divisions as its raw material, undertakes to manufacture to order 
almost any kind of steel stamping chiefly for other manufacturers. 
The second division is the Box Strapping Division, which manu- 
factures a line of steel strapping and fasteners of a wide variety 
used by manufacturers on cases for safe shipment, Both of these 
divisions are located in New Britain. The third of these miscel- 
laneous divisions is The Stanley Chemical Co., located at East 
Berlin, Conn., engaged in the manufacture of paints, varnishes, 
lacquers and industrial coatings of all kinds, and in the recovery 
of non-ferrous metals. The fourth of these divisions is the Farm- 
ington River Power Co., a hydro-electric development located at 
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Rainbow near Windsor on the Farmington River, which gener- 
ates and transmits to New Britain the bulk of the power used at 
our main plants. 

In all these plants we are employing at the present time about 
5,000 employees, which figure has been lower during the depres- 
sion and higher during more normal periods. As a further general 
observation 1 might say that somewhere between 10% and 15% 
of our total business is done outside of the territorial limits of the 
United States, either by export abroad from our domestic plants 
or by sales made abroad from plants owned and operated outside 
of this country. The foregoing I think will suggest a management 
problem sufficiently large and diverse to be the basis of a dis- 
cussion of the “Use and Interpretation of Management Reports.” 


Profit and Loss Statements and Balance Sheets 


In the management of this enterprise, which I have briefly de- 
scribed, probably the most important report is the profit and loss 
statement and the balance sheet on each of these fifteen operating 
divisions, for each month and for the year to date. These re- 
ports show in parallel columns the same information for corres- 
ponding periods in earlier years. In the growth of our company, 
some of these divisions have been started under the auspices of 
the company; others have been acquired by purchase and since 
developed under our management. Because of this we found 
many years ago that it was imperative that we should have a uni- 
form system of accounting in all divisions of the business, and a 
flexible system of uniform accounts was installed in all of our 
plants ten to fifteen years ago. Our internal auditing department 
sees to it that income and expenses are interpreted in exactly the 
same way in all of these divisions so that results are reasonably 
comparable between divisions. From the books of account of 
each division, trial balances are drawn off monthly, which must 
be in our consolidated statement division at the main office of 
the company not later than the roth of the following month. Be- 
tween the roth and 15th of the month, the consolidated statement 
division completes the profit and loss statement and balance sheet 
for the combined total of all divisions as well as on the individual 
divisions. Copies of this report are in the hands of our top man- 
agement not later than the 15th of the month for the month pre- 
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ceding. These financial reports are in fairly simple and sum- 
marized form. 


Controller’s Comments 


In addition to the figures which appear on these financial state- 
ments, the controller has written his comments on the results for 
the month and for the year to date, for each division and for the 
whole, and pointed out anything significant or of interest that has 
come to his attention in working up the material. This much in 
the way of interpretation has come from the source which pre- 
pares the materials, and we have found it to be extremely valu- 
able. I think all of you will appreciate how frequently the person 
who makes up reports of this character has important facts thrust 
upon his attention that may easily escape notice, however care- 
fully one studies summarized form. By having these comments 
come through with the statements from the controller, we have 
increased to that extent the effectiveness and promptness of man- 
agerial decisions. 


Statistical Reports 


In addition to these 17 financial statements, one of which is the 
consolidated total which gives the over-all results of our past 
month’s efforts, this same report carries from eight to ten type- 
written pages of statistical information on various aspects of the 
business not revealed by the financial statements, but having a 
very considerable influence on the decisions which control the 
conduct of the Company. Included in this part of the report are 
current and comparative figures on sales, under various sub-divi- 
sions which have been found by experience to be of interest. 
Also there is a record of incoming business as distinguished from 
sales or shipments, which suggest to what extent and at what points 
increasing or diminishing demands may be made upon our pro- 
ductive facilities. There is also a record of the unshipped business 
in each division with suitable comparisons. Another set of records 
show the tonnage shipped in various divisions of the business. 
This information, of course, is considerably more important in 
some divisions than in others, notably in the case of the steel divi- 
sions, where tonnage shipped may in the consideration of certain 
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problems be more useful than the dollar value of shipments. This 
is followed by a statement of the average price per ton at which 
the products of every division have been sold during the month 
just finished, during the immediately preceding months, for the 
year to date, and for selected previous years to date, and also 
the price per ton which prevailed in a normal year. The use of 
this kind of information on prices suggests its own usefulness 
without further comment. It is, however, sometimes distorted 
through assortment, and we have an additional record on price 
changes. This particular report is compiled on an index basis 
from selected and representative items through the lines. Along 
with these recorded price changes in our own business are car- 
ried general index price changes in related fields, such as all com- 
modities and building materials with which our business is pretty 
closely associated, so that we may know that we are not getting 
out of line with the general price structure. 

Another report shows the average current price which we are 
paying for the more important of our raw materials, always of 
course, with suitable comparisons. This is followed by the quan- 
tities of stock, both actual and in terms of number of weeks sup- 
ply on hand or on order, at the current rate of use of our more 
important raw materials. 

Then we come to the labor information, where under each of 
these operating divisions of the business is shown, first, the num- 
ber of employees; second, the payrolls; third, the average hourly 
earnings; fourth, the average weekly earnings; and fifth, the 
average hours worked per week. All of these five records of 
payroll information show, not only the current record but all 
necessary and helpful past comparisons, with changes up or down. 

This statistical report, which accompanies the financial state- 


ment earlier referred to, is compiled by the statistician for the . 


company, and as in the case of the financial statements, it is ac- 
companied by a page of his comments on any significant develop- 
ments or changes that have come to his attention in the compila- 


tion of the figures. 


Budget Reports and Meetings 


Now the question is, how this monthly report with its mass of 
financial and statistical information, well calculated to give an 


1032 


= 


ye 
| 
| 
| 
| 
| 


May 1, 1936 N. A. C. A. Bulletin 


excellent over-all picture of the business, is used, and to explain 
this I find it necessary to digress. Each of these operating divi- 
sions is headed up by an individual who is responsible for the 
results produced by that division. This is important, because it 
means that if the record suggests action of any kind in any given 
division, there is specifically and definitely one man charged with 
responsibility in that division with whom such matters should be 
discussed. In order to wisely administer the affairs of each of 
these divisions, it has been found necessary by experience that 
the man in charge should be assisted by the same kind of informa- 
tion, except perhaps considerably more in detail, with respect to 
the division for which he is responsible. This need, as well as 
the need to look at these matters before the event quite as much 
as afterwards, led to our budget system. Under our budget sys- 
tem the expectations for each quarter are laid out in detail month 
by month, in advance of the quarter. This budget for any of the 
divisions shows what is expected in the way of sales and what 
expenditures are contemplated in detail under the broad headings 
of manufacturing, selling and administrative expenses. By the 
18th of the month these budget expectations of the previous month 
have been paralleled by the actual income and expenditures of the 
month in complete detail, and all discrepancies noted, either good 
or bad. When this material is available, we have a series of what 
has come to be called “budget meetings,” in which, with this de- 
tailed information before us, we sit down with one plant manager 
after another and go over the results. All discrepancies on the 
wrong side are discussed, to uncover why, with a view to correc- 
tion or elimination. Any improvements against our expectations 
are discussed with a view to confirming them as a reasonable 
standard of performance for the future. Assisted by our uniform 
system of accounts, innumerabie opportunities present themselves 
for making comparisons of results of one division with another, 
not alone on the over-all results but likewise on the detail of ex- 
penses. 

This monthly meeting with each of the division managers also 
affords the manager an opportunity to bring up for discussion any 
matter touching his division on which he wants advice or guid- 
ance and any project or departure for which he seeks approval. 
The meeting also affords a chance for the manager to describe 
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to the top management any development taking place in his divi- 
sion which may not be disclosed by the figures. 

I have mentioned, but have not emphasized the fact, that from 
the 15th to the 18th of the month, the top management has had 
a period for careful study of the monthly reports before starting 
the budget meetings, on the 18th. Aided by this information and 
study, the management seeks at these budget meetings to inform 
the individual managers on matters of general policy to insure 
that the whole organization understands the policies of the man- 
agement and the reasoning that prompts them. Likewise, because 
these policies are constantly changing with altered business pros- 
pects this hastens uniform and prompt compliance with any change 
in all divisions of the company. Such matters of policy for ex- 
ample have to do with increasing or decreasing operating sched- 
ules and inventories, attitude toward capital outlay, labor questions 
involving wage levels or hours of operation, buying of raw ma- 
terials and many others. 

So much for the monthly reports which I said at the outset 
constituted the most important single instrument of management. 
I have found no opportunity in this brief description to tell you 
how this material all summarizes into annual figures which, ac- 
cumulating year by year over a long period provides us constantly 
with a background of standards, the final measure of performance 
being the annual rate of earnings on capital invested. Nor have 
I had anything to say about the summarized form of profit and 
loss statement wherein under direct expense and a few indirect 
expense headings we have been able to establish objectives and 
quickly identify accomplishment, which has proved invaluable 
during the period of drastic curtailments through the last several 
years. 


New Work Budget 


Now let us drop the monthly reports which I have been dis- 
cussing and take up another kind of report which has been very 
useful in the management of our business. This is what we call 
our “New Work Budget,” and has to do, as its name implies, 
with capital expenditures. At the beginning of each year, each 
division manager is required to submit estimates in detail on all 
new work projects which he wishes to undertake during the com- 
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ing year. These estimates are segregated by items into three 
groups. The first group contains those items which the manager 
regards of prime importance for the coming year. It will include 
new projects in process on which there is a balance to be expended 
during the new year. It will include all those projects which it is 
imperative to carry on in order to maintain our plant efficiency. 
It will also include any suggestions for capital outlay which the 
division manager has in mind on which the savings are sufficiently 
large and certain as to make their doing fairly obvious. 

The second group of projects will consist of those things which 
seem to be warranted but on which it is exceedingly difficult to 
be certain of the savings in advance. Likewise, it will include 
projects where the savings are certain enough but small in amount. 
It will also include projects on which no monetary saving is ex- 
pected but which represent improvements in the quality of our 
goods or increased safety in operation or added facilities to more 
adequately take care of our production needs. 

The third group of projects will include all those things which 
the division manager has in mind for his division which he would 
like to do if the management will provide the means and author- 
ize him to go ahead. In this group the division manager has a 
free hand to use his imagination on all kinds of ways and means 
for improving the quality of the goods manufactured by capital 
outlay. Here he puts down improved equipment which has come 
to his attention, the application of which to his own work is highly 
experimental but which seems to open up interesting possibilities. 

Projects under these three headings are submitted to the top 
management about the first of the year from each division. After 
they are received and scrutinized there is a session with each of 
the division managers at which his list of suggestions is gone over 
in detail and item by item approved, disapproved, or put in sus- 
pense for consideration on another year’s budget. These ap- 
proved items are then summarized to give a total for the division 
and this total is then examined with respect to capital expendi- 
tures in previous years, with respect to the amount of deprecia- 
tion, which it can be foreseen, will be written off against the plant 
property of the division during the coming year. This total when 
examined in this way, may prove to be larger than the manage- 
men cares to go ahead with, in which case individual items that 
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had been approved are reviewed again and those which are least 
attractive and least certain in their benefits may be eliminated in 
order to bring the total in line with the management’s expectations 
about the prospects of this particular division. Contrariwise, it 
may happen that the total of approved items is less than the pros- 
pects of the division seem to warrant. In which case, the list of 
those items disapproved will be reviewed with a more tolerant 
attitude than was taken in the first examination and may result 
in some items being added. 

In this way, each operating manager of the business has been 
required to examine thoughtfully how best to expand or maintain 
his plant investment and there is set up for each division an au- 
thorized expenditure for new work during the coming year. 
Month by month during the year, reports come to the top manage- 
ment showing for each division the amount authorized to be ex- 
pended and against this, the amount actually expended. It is 
expected that the expenditures will take place fairly evenly through 
the year and any tendency for them to run ahead of their au- 
thorized rate of expenditure promptly comes to our attention and 
calls for explanation or correction. 

This method which I have outlined has worked well with us but 
as I describe it to you, I fear somewhat that it sounds pretty cut 
and dried and rather inflexible. In the best interest of the business, 
this must not be so and in fact, in operation is not so. No man- 
ager is expected to go ahead with an approved project if facts 
developing before it is undertaken, cast any doubt upon the results 
to be secured. He understands perfectly well that when the pro- 
ject is completed it will be matched against his estimated savings 
or promises in other respects to verify whether the results looked 
for were secured. Likewise, the division manager is not forbidden 
to present new ideas at any time within the year and to. 
undertake them if they are promising. When he has such a sug- 
gestion, however, one of the things that will be considered is what 
particular project in his over-all budget it will substitute for or 
whether the management is disposed to go ahead with the addi- 
tional expenditures over and above the budget. 

Sometimes during periods of stress such as we have all recently 
known, it has been desirable to make this system less flexible 
rather than more flexible and this has been done by requiring a 
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second approval of any project exceeding a certain amount, say 
$500 or $1,000, even though it has been included as an approved 
item and is adequately provided for in the total allotted to the 
particular division. 

All this has to do with new work on buildings, tools, machinery, 
factory equipment, office furniture and equipment, and one of the 
things which we early found was that it was necessary to associate 
with this budget for capital expenditures, an authorized amount by 
divisions for repairs and maintenance. You all understand how 
difficult the boundary frequently is between capital expenditures 
and expense and if that is true with you as an abstract proposi- 
tion, I assure you that the determination is much more hazy in 
the mind of the average operating manager. So that, without 
conscious evasion, repairs and maintenance may sometimes be 
made to serve just as well as a like amount expended on capital 
outlay. In order to close the loophole in our new work budget 
system, we likewise approve at the beginning of each year, a defi- 
nite amount or rate of expenditure in relation to sales, to take 
care of repairs and maintenance in any given division. 


Development Work 


Another phase of management has to do with the development 
of new items of manufacture for inclusion in our line of catalog 
products. This is carried on by a separate department. This de- 
partment is engaged constantly in experimental work seeking to 
invent and devise means of improving the design or construction of 
the goods which we manufacture and also, on suggestion from the 
sales force or from any other source, endeavoring to develop new 
items which may be added to our line. I do not refer in this 
connection, to major developments of a line of goods; I refer 
more particularly to individual items, of which in our hardware 
and tool divisions, we naturally make a very great many. 

From this department we have monthly, a report of the total 
amount of money expended and this total is sub-divided so as to 
allocate against each work project which has been actively worked 
upon during the month in the development department. This re- 
port also shows accumulatively the total expended on any given 
project when it is finally brought to completion. So far this re- 
port is a conventional report. My reason for bringing it to your 
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attention is on account of the subsequent use we make of this ma- 
terial. In order to determine over a period of time the usefulness 
of our development department and whether more or less should be 
spent on it and whether what is being spent upon it is expended 
on the right kind of items, we keep a record of the sales which 
result on the developed products. You must keep constantly in 
mind that with us, we are talking about a large number of items. 
This is a simple and obvious thing in the case of large units such 
as machines. But to illustrate how our record works we can turn 
to it now and see how much was expended on development work, 
in, for example, the year 1925, and in that year and the years that 
followed, what sales have resulted from the products developed 
in that particular year. Best of all and most important of all, we 
can get a line on the vitality of new or re-designed items over a 
period of years. We have set as a standard that the development 
cost should be absorbed by an assumed 10% profit on the sales 
of developed items during the first four years of their sale. This 
is rather arbitrary but accepting it as a standard we are then very 
much concerned with the vitality of the new sales after the first 
four years of exploitation. In the development work done during 
1925, we watch first to see if the sales throughout 1929 have 
liquidated the cost of development and then examine closely the 
sales from 1929 for an indication and measure of the continuing 
value of the 1925 development work. On the strength of this 
record the manager of the development department may make an 
effective plea for the expansion of his work if the record supports 
that conclusion. This is an exceedingly useful management in- 
strument, touching a sizeable expenditure in any live business that 
is usually of the utmost difficulty to decide soundly. All managers 
are conscious of the need to develop new products, but just how 
much may be wisely expended in this way in a business involving 
a multitude of small items has always been very difficult to de- 
termine. In this record we feel that we have a helpful guide 
toward the answer to this difficult question. 


New Lines of Manufacture 


Now I want to tell you a little bit about mew lines of manufac- 
ture as distinguished from new items. In order to do this I need 
to be a little more specific in my illustrations. All businesses 
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are anxious to expand their activities if it can be done profitably. 
During the five or six years behind us this has been particularly 
true because every company’s regular business was substantially 
diminished and the only way in which any appreciable offset could 
be made to the loss of empioyment both of employees and of plant 
facilities was by embarking upon new lines of manufacture and sale. 
Suggestions as to possible new lines of manufacture come from a 
multitude of sources. Those in the management are constantly 
thoughtful of such possibilities and advance suggestions as to lines 
of manufacture which may be undertaken. Also, with our busi- 
ness, as with all others, we are constantly having presented from 
outside, suggestions of lines to be added to our own or offers of 
sale of products which have been exploited with good, bad, or 
indifferent success. Particularly is this latter true during a period 
such as we have just gone through. Unless a proposal of this kind 
is definitely and transparently uninteresting to us it will be turned 
over for examination, study and report to our sales research de- 
partment on the theory that salability is the prime consideration 
of interest to us. If there is a market reached through the chan- 
nels of distribution with which we are familiar, its suitability for 
manufacture by us can be easily determined. This sales research 
department is a department of some seven or eight years standing. 
In the first place we employed a New York organization to make 
market analyses for us. We then started our own department and 
during an interim period, had them gain their training by co- 
operation with this New York organization. They now operate 
entirely on their own responsibility. They take any given project 
of the kind mentioned, go into the field and secure every bit of 
relevant information that may be obtained about it. They investi- 
gate the market for the product, and the potential-sales possibili- 
ties of the suggested line. All of this material is painstakingly 
examined, cross-checked in every way that the sales research de- 
partment can think of, and then the whole is sifted into a straight- 
forward report which discloses first the facts and ends with con- 
clusions and recommendations of the sales research department. 
If the new line of manufacture comes favorably through this 
test it is then examined as to its manufacturing possibilities. Is 
the equipment that we have in our business suitable to its manu- 
facture? Is the raw material of which it is made such as to afford 
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us additional business in the steel division of the company? Have 
we the necessary skill and adaptability in our own working forces 
to handle it? Many other considerations of like nature will 
readily occur to you. It goes without saying that very few 
projects come through these two examinations. I have no hesi- 
tancy in saying that the chief value of our sales research depart- 
ment has been in what might be called negative savings which it 
has made through its unfavorable reports on projects which might 
otherwise have been undertaken. 

Four lines of manufacture have passed this scrutiny and been un- 
dertaken during the past period of depression. One has been the 
manufacture of a line of over-head garage-door hardware. This 
is hardware for swinging up the garage door into a place below 
the ceiling when the door is open rather than swinging out in the 
conventional way. Second, a line of devices for electrical open- 
ing and closing doors through the use of a light-beam. Third, 
a line of Stanlo Toys submitted to us by an inventor in France 
and using a hinge-type of construction admirably suited to our 
methods of manufacture. Fourth, a line of electric refrigerator 
hardware. Our experience with a new line of manufacture such 
as those that I have cited has always been that it is a losing propo- 
sition until it has attained a satisfactory volume and until the 
method and difficulties of manufacture have been overcome and 
it has finally been brought onto a smoothly running and profitable 
basis. 

I do not know how it has been with you, but it has been our 
experience that the time necessary to initiate a new line of manu- 
facture and get it onto a smoothly running basis is always disap- 
pointingly long. This is only another way of saying it is exceed- 
ingly expensive because this period is invariably accompanied by 
losses. The management problem so far as it relates to my sub- 
ject is: What can be done in the way of reports, and control 
based upon reports, to minimize this period of initial losses? 
In the four examples mentioned above, we have developed and 
maintained a profit and loss statement on each of these new lines of 
manufacture, crediting them with income from sales and charging 
against the statement all of the expenses that attach thereto. They 
represent especially at the outset a pretty small venture for which 
to go to all the trouble that is necessary in developing a profit and 
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loss statement. But until the new line has been brought onto a 
profitable basis of operation it has proved invaluable to have an 
over-all control over the income and outgo. There is a natural 
tendency on the part of an operating manager to spend excessively 
on new undertakings of this kind. It is taken too much for 
granted that heavy losses must accompany the development of a 
new line of manufacture and we have found by this method of 
control that such losses may be sharply curtailed and more im- 
portant still, that where they are necessary, they may be sooner 
terminated through the facts that are disclosed by a profit and loss 
statement. It frequently happens that men are put in charge of 
such ventures because of some particular fitness which they may 
have but among those qualities which are missing is a true appre- 
ciation of the purpose for which we engage in the manufacture 
of any new line of goods, which is to make a profit. For them, the 
profit and loss record proves a kind of management education in 
the control of those expenses which they have heretofore known 
nothing about or took for granted someone else worried about. 

New lines such as I have mentioned are, of course, a minor sub- 
division of some one of the operating divisions of our business re- 
ferred to earlier. In starting these profit and loss reports on minor 
activities of this character, it is not our intention to continue them 
indefinitely. After they have served their purpose in getting the 
new line of manufacture profitably established they are discon- 
tinued and become thereafter a part of the larger division to which 
they naturally belong. 


Miscellaneous Reports 


In addition to the above reports, I want to touch on a few other 
reports that our management uses for knowledge and control of 
the business. 

We believe it is necessary that we should know promptly the 
amount of business that is coming in from day to day and from 
week to week. A report is made up weekly and the management 
receives this in chart form so that we can determine promptly 
whether business is increasing or decreasing. We also have a 
record of our daily, weekly and monthly shipments so that we can 
follow promptly the outgoing business. We have a monthly state- 
ment of our cash and investment position and quarterly we make 
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an estimate of what our cash position will be three months in 
advance. 

At the end of each year there comes to my desk a yearly report 
of expenses for activities not directly germane to the business but 
for which expense is necessary in the general conduct of the busi- 
ness and which we carry under the heading of “Donations, Sub- 
scriptions and Dues.” 

I also have yearly, a complete report of money spent for travel 
and entertainment in all departments of our business, (manufac- 
ture, administration and sales) and I am able to thus determine 
whether there is extravagant use of money by any individual or 
any department. 

In my earlier reference to financial statements, 1 have referred 
to certain pages of statistical information and in these figures we 
can note the increase or decrease of our inventories and also de- 
tailed information on the main lines of our raw materials. With 
these figures we are able to determine our buying policy and thus 
in a major way control our purchasing department. 

At the end of each year we have a full report in detail of the 
amount spent for advertising. With due consideration to our 
financial position and the prospects of business, we determine in 
general the amount of expenditure and the advertising policy for 
the year to come and periodically during the year the advertising 
budget is reviewed and is increased or decreased as seems advis- 
able. In a general way this covers what I might call our routine 
reports. 

Instead of stressing many of these however, I have sought in 
those discussed to keep to the ones which I feel have some par- 
ticular significance or shed some light on those questions of man- 
agement which are most difficult. At the outset, I endeavored to 
explain how through our monthly reports and budget meetings we 
maintained the routine conduct of the different divisions of our 
business in as satisfactory a way as possible. All of the other re- 
ports which I have discussed have had to do with an essential 
function of management, that is to say, the expansion, growth and 
sound development of a business. I have selected these rather 
than the many routine reports with which we keep in touch with 
things as they are, because as you will appreciate, these reports 
deal with the problems which touch at once on some of the most 
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difficult and most important functions of management, and for de- 
cisions on which it is commonly assumed that management relies 
upon a sixth sense or business genius to secure the right answers. 
In the matter of development work, capital outlay, and plant ex- 
pansion, and the addition of new lines of manufacture, good busi- 
ness judgment is admittedly a fundamental consideration, but it 
has been my experience that this judgment is more easily arrived 
at and much more likely to be right if based upon soundly and 
usefully prepared information such as I have sought to suggest 
in the reports of which we make use. 
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